Northern  Montana 
1  7232  College  financial- 
2nmc    compliance  audit 

93 


for   the   two   fiscal.. 


March  1994 


office  of  the  Legislative  Auditor 

State  of  Montana 


Report  to  the  Legislature 

Financial-Compliance  Audit 

For  the  Two  Fiscal  Years  Ended  June  30,  1993 


Northern  Montana  College 

This  report  contains  six  recommendations  for  improving  the 
college's  operations.   Items  addressed  in  the  report  include: 

►  Controls  over  cash  and  bookstore  operations. 

►  Generating  sufficient  revenue  to  meet  financial  obligations. 

►  Ensuring  charges  to  federal  financial  assistance  programs  are 
allowable. 


STATE  DOCUMENTS  COLLECTION 

m  10  1994 

HELENa'm6nTANA  59620 


93-7 


Direct  comments/inquiries  to: 
Office  of  the  Legislative  Auditor 
Room  135,  State  Capitol 
PO  Box  201705 
Helena  MT  59620-1705 


Montana  Stale  Library 


3  0864  1005  0407  8 


FINANCIAL-COMPLIANCE  AUDITS 


Financial-compliance  audits  are  conducted  by  the  Office  of  the  Legislative  Auditor  to  deter- 
mine if  an  agency's  financial  operations  are  properly  conducted,  the  financial  reports  are  pre- 
sented fairly,  and  the  agency  has  complied  with  applicable  laws  and  regulations  which  could 
have  a  significant  financial  impact.  In  performing  the  audit  work,  the  audit  staff  uses  stand- 
ards set  forth  by  the  American  Institute  of  Certified  Public  Accountants  and  the  United  States 
General  Accounting  Office.  Financial-compliance  audit  staff  members  hold  degrees  with  an 
emphasis  in  accounting.  Most  staff  members  hold  Certified  Public  Accountant  (CPA)  cer- 
tificates. 

The  Single  Audit  Act  of  1984  and  OMB  Circular  A- 128  require  the  auditor  to  issue  certain 
financial,  internal  control,  and  compliance  reports  regarding  the  state's  federal  financial 
assistance  programs,  including  all  findings  of  noncompliance  and  questioned  costs.  This 
individual  agency  audit  report  is  not  intended  to  comply  with  the  Single  Audit  Act  of  1984 
or  OMB  Circular  A- 128  and  is  therefore  not  intended  for  distribution  to  federal  grantor 
agencies.  The  Office  of  the  Legislative  Auditor  issues  a  statewide  biennial  Single  Audit 
Report  which  complies  with  the  reporting  requirements  listed  above.  The  Single  Audit  Report 
for  the  two  fiscal  years  ended  June  30,  1991  has  been  issued.  Copies  of  the  Single  Audit 
Report  can  be  obtained  by  contacting: 

Office  of  the  Legislative  Auditor 
Room  135  State  Capitol 

PO  Box  201705 
Helena  MT  59620-1705 


MEMBERS  OF  THE  LEGISLATIVE  AUDIT  COMMITTEE 

Senator  Greg  Jergeson,  Chairman  Representative  John  Cobb,  Vice  Chairman 

Senator  Gerry  Devlin  Representative  Ernest  Bergsagel 

Senator  Eve  Franklin  Representative  Linda  Nelson 

Senator  Tom  Keating  Representative  Robert  Pavlovich 


STATE  OF  MONTANA 


LEGISLATIVE  AUDITOR: 
SCOTT  A.  SEACAT 

LEGAL  COUNSEL: 

JOHNW.  NORTHEY 


^fiitt  jxf  tit^  ^t^hlntxi^t  Knhiiixx 


STATE  CAPITOL 

PO  BOX  201705 

HELENA,  MONTANA  59620-1705 

406/444-3122 

FAX  406/444-3036 


March  1994 


DEPUTY  LEGISLATIVE  AUDITORS: 

MARYBRYSON 
Operations  and  EDP  Audit 

JAMES  GILLETT 
Financial-Compliance  Audit 

JIM  PELLEGRINI 
Performance  Audit 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

This  is  our  financial-compliance  audit  report  on  Northern  Montana 
College's  financial  activity  for  fiscal  years  1991-92  and  1992-93.  The  report 
contains  recommendations  to  improve  controls  over  bookstore  operations  and 
improve  operations  to  meet  financial  obligations.  The  university  system  written 
responses  to  the  audit  recommendations  are  included  in  the  back  of  the  report. 

We  thank  Northern  Montana  College  officials  and  their  staff  for  their 
cooperation  and  assistance  throughout  the  audit. 


Respectfully  submitted. 


Scott  A.  Seacat 
Legislative  Auditor 


Office  of  the  Legislative  Auditor 

Financial-Compliance  Audit 

For  the  Two  Fiscal  Years  Ended  June  30,  1993 


Northern  Montana  College 


Members  of  the  audit  staff  involved  in  this  audit  were  Mark  C. 
Barry,  Frieda  M.  Houser,  Wayne  Kedish,  Jim  Manning,  Emlyn 
Neuman-Javornik,  and  Patti  J.  Robertson. 


Table  of  Contents 

Appointed  and  Administrative  Officials iii 

Summary  of  Recommendations    v 

Introduction 1 

Background 1 

Prior  Audit  Recommendations 3 

Internal  Controls    4 

Bookstore  Procedure  Weaknesses  Resulting  in  Theft  of 

Cash 4 

Bookstore  Credits 6 

Cash  Change  Accounts    7 

Auxiliary  Fund  Operating  Losses     9 

Compliance  with  State  Law    10 

Unrecorded  Restricted  Fund  Expenditures    10 

Federal  Financial  Assistance  Questioned  Costs 12 

Summary  of  Independent  Auditor's  Report    A-2 

Independent  Auditor's  Report   A-3 

Balance  Sheet,  June  30,  1993    A-4 

Statement  of  Changes  in  Fund  Balances, 

Fiscal  Year  Ended  June  30,  1993    A-6 

Statement  of  Current  Fund  Revenues, 

Expenditures,  and  Other  Changes, 

Fiscal  Year  Ended  June  30,  1993    A-8 

Statement  of  Changes  in  Fund  Balances, 

Fiscal  Year  Ended  June  30,  1992    A-9 

Statement  of  Current  Fund  Revenues, 

Expenditures,  and  Other  Changes, 

Fiscal  Year  Ended  June  30,  1992    A-11 

Notes  to  the  Financial  Statements A-12 


Introdaction 


Prior  Audit 
Recommendations 

Findings  and 
Recommendations 


Independent  Auditor's 
Report  &  College 
Financial  Statements 


Page  i 


Table  of  Contents 


Schedule  of  Assets,  Liabilities,  and 

Fund  Balance,  Auxiliary  Facilities  and 

Student  Building  Fees  Revenue  Bonds, 

Series  A  1987  -  Pledged  Revenue  Fund, 

June  30,  1993 A-20 

Schedule  of  Revenues,  Expenditures, 

Transfers  and  Changes  in  Fund  Balance, 

Auxiliary  Facilities  and  Student  Building 

Fees  Revenue  Bonds,  Series  A  1987  -  Revenue 

Fund,  Fiscal  Year  Ended  June  30,  1993    A-21 

University  System  Northern  Montana  College B-3 

Responses 

Commissioner  of  Higher  Education    B-7 


Page  ii 


Appointed  and  Administrative  Officials 


Board  of  Regents  of 
Higher  Education 


Marc  Racicot,  Governor* 

Nancy  Keenan,  Superintendent  of  Public  Instruction* 

Dr.  Jeff  Baker,  Commissioner  of  Higher  Education* 


Term 
Expires 

1996 

1996 


L.  Colleen  Conroy 

Hardin 

2001 

Cordell  Johnson 

Helena 

1996 

Kermit  R.  Schwanke 

Missoula 

1997 

Paul  Boylan 

Bozeman 

1998 

Jim  Kaze 

Havre 

1999 

Patrick  P.  Davidson 

Billings 

2000 

Shane  Coleman,  Student  Regent 

Bozeman 

1994 

*Ex  officio  members 


Commissioner  of  Higher 
Education 


Dr.  Jeff  Baker 


Commissioner  of  Higher  Education 


Dr.  David  L.  Toppen      Executive  Associate  Commissioner  for 
Higher  Education 


Rod  Sundsted 


Laurie  O.  Neils 


Associate  Commissioner  for  Fiscal 
Affairs 

Director  of  Budget  and  Accounting 


Northern  Montana 
CoUege 


Dr.  William  Daehling,  President 
Dr.  Karen  R.  LaRoe,  Academic  Vice  President 
William  R.  Byars,  Director  of  Fiscal  Affairs 
William  J.  O'Donnell,  Controller 


Page  iii 


Page  iv 


Summary  of  Recommendations 


This  listing  below  serves  as  a  means  of  summarizing  the  recommendations  contained  in  the  report, 
the  university  system  responses  thereto,  and  a  reference  to  the  supporting  comments. 


Recommendation  #1 


Recommendation  #2 


Recommendation  #3 


Recommendation  #4 


Recommendation  #5 


We  recommend  college  fiscal  management 

personnel  review  and  implement  control 

procedures  in  the  bookstore  to  ensure 

resources  are  safeguarded  against  loss  and  misuse 6 

College  Response:   Concur.  See  page  B-4. 

We  recommend  the  college  business  office 

receive  invoices,  statements,  and  credit 

notices  directly  from  the  book  vendors 7 

College  Response:  Concur.  See  page  B-4. 

We  recommend  the  college  establish  control 

over  the  location  and  use  of  non-treasury 

cash  accounts  and  ensure  cash  change  accounts 

are  used  in  accordance  with  state  accounting  policy 8 

College  Response:  Concur.  See  page  B-5. 

We  recommend  the  college  ensure  auxiliary 

facilities  operations  generate  sufficient 

revenue  to  meet  debt  service  obligations 

and  operating  expenses  as  required  by  the 

Auxiliary  Facilities  and  Student  Building 

Fees  Revenue  Bonds  Series  A  1987  indenture 10 

College  Response:  Concur.  See  page  B-5. 

We  recommend  the  college: 

A.  Record  expenditures  of  federal  funds 
in  the  restricted  funds  in  accordance 
with  state  law. 

B.  Work  with  CHE  to  properly  report  the 
expenditures  of  future  federal  grant 

amounts  in  required  federal  reports 12 

College  Response:  Concur.  See  page  B-6. 

Commissioner  of  Higher  Education  Response:   Concur. 
See  page  B-8. 
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Sammary  of  Recommendations 


Recommendation  #6  We  recommend  the  college  ensure  personnel 

approving  charges  to  federal  assistance 
programs  are  familiar  with  federal  require- 
ments to  determine  which  costs  are  allowable 
to  the  program 13 


College  Response:  Concur.  See  page  B-6. 
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Introduction 


Introdoction 


We  performed  a  financial-compliance  audit  of  Northern  Mon- 
tana College  (college)  for  the  two  fiscal  years  ended  June  30, 
1993.  The  objectives  of  the  audit  were  to  determine: 


1 .  If  there  are  conditions  where  the  college  can  improve 
management  and  internal  control  procedures  to  promote 
economic  and  efficient  use  of  college  assets. 

2.  The  college's  compliance  with  applicable  state  and  federal 
laws  and  regulations. 

3.  The  fairness  of  the  financial  statements  prepared  by  college 
personnel  for  the  two  fiscal  years  ended  June  30,  1993, 
including  supplementary  bond  schedules  for  the  fiscal  year 
ended  June  30,  1993. 

4.  The  status  of  prior  audit  recommendations  made  to  the 
college. 

This  report  contains  six  recommendations  which  address  areas 
where  administrative  and  accounting  controls,  compliance  with 
laws  and  regulations,  and  accountability  can  be  improved.   Other 
areas  of  concern  deemed  not  to  have  a  significant  effect  on  the 
successful  operations  of  the  college's  programs  are  not  specifi- 
cally included  in  the  report,  but  have  been  discussed  with  man- 
agement. 

In  accordance  with  section  5-13-307,  MCA,  we  analyzed  the 
costs  of  implementing  the  recommendations  made  in  this  report. 
Each  report  section  discloses  the  cost,  if  significant,  of  imple- 
menting the  recommendation. 


Background 


The  college  is  a  regional,  multi-purpose  institution  providing 
programs  in  vocational  education,  industrial  technology,  liberal 
arts  and  sciences,  business,  nursing,  and  teacher  education.  The 
college  offers  programs  at  the  associate,  baccalaureate,  and 
master's  degree  levels.   The  college  offers  a  master's  program  in 
education,  with  options  in  counseling  and  development, 
elementary  education,  vocational-technical  education,  and 
general  science.  Graduate  education  includes  a  fifth-year 
program  for  elementary  and  secondary  teachers. 
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Introduction 


The  college  offers  courses  at  two  locations  in  Great  Falls  and  the 
campus  in  Havre.  The  college  employs  approximately  184  full- 
time  employees.  The  college  is  financed  by  state  appropriations 
from  the  General  Fund  and  University  Millage  accounts. 
Revenue  is  also  generated  from  student  fees,  federal  grants, 
private  gifts  and  grants,  and  auxiliary  enterprise  operations. 
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Prior  Audit  Recommendations 


Prior  Audit  Recom-  The  previous  financial-compliance  audit  report  for  the  two  fiscal 

mendations  years  ended  June  30,  1991  contained  nine  recommendations  still 

applicable  to  the  college's  operations.   Of  these  recommenda- 
tions, the  college  implemented  six,  partially  implemented  one, 
and  did  not  implement  two  recommendations.  The  college 
partially  implemented  a  recommendation  that  employees  approv- 
ing federal  expenditures  become  familiar  with  applicable  federal 
regulations.  This  issue  is  discussed  in  more  detail  on  page  13  of 
this  report. 

The  college  did  not  implement  two  recommendations  related  to 
ensuring  operating  budgets  are  approved  and  recorded  in 
accordance  with  state  law.   During  the  53rd  Legislative  Session, 
the  college  obtained  a  lump  sum  appropriation.   The  lump  sum 
appropriation  raises  questions  as  to  whether  the  college  is 
required  to  record  approved  operating  budgets  on  the  Statewide 
Budgeting  and  Accounting  System  to  the  level  of  detail  required 
by  state  law.   We  have  discussed  these  issues  with  management 
and  the  issues  are  not  included  in  this  report. 
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Findings  and  Recommendations 


Internal  Controls 


The  management  of  Northern  Montana  College  (college)  is 
responsible  for  establishing  and  maintaining  adequate  systems  of 
internal  control.  The  control  system  should  provide  college 
management  with  reasonable  assurance  that  resources  are  secure 
against  waste,  loss,  or  misuse.   We  evaluated  the  college's  internal 
controls  in  several  areas.  The  following  report  sections  address 
bookstore  operations  and  cash  controls  which  could  be  improved 
to  reduce  the  risk  of  errors  and  inconsistencies  occurring  and  not 
being  detected  on  a  timely  basis. 


Bookstore  Procedure 
Weaknesses  Resulting  in 
Theft  of  Cash 


In  July  1993,  we  reviewed  control  procedures  at  the  college 
bookstore.   At  that  time,  we  notified  college  management  of 
weaknesses  related  to  purchasing  books  back  from  students  at  the 
end  of  each  semester  and  the  ability  of  bookstore  employees  to 
void  transactions  without  supervisory  approval. 


In  September  1993,  a  theft  of  $1,300  occurred  at  the  bookstore. 
Subsequent  to  our  initial  review,  we  found  the  college  did  not 
make  changes  to  correct  the  weaknesses  we  discussed  or  correct 
the  weaknesses  that  resulted  in  the  theft.  The  following  items 
discuss  our  concerns  with  bookstore  control  procedures. 


At  the  end  of  each  semester,  the  bookstore  purchases  books 
back  from  students.  The  bookstore  holds  the  books  for 
resale  in  subsequent  semesters  or  sells  them  to  book 
vendors.  The  bookstore  uses  a  computer  system  to  help 
track  book  buy-back.   However,  personnel  do  not  generate 
reports  available  on  the  computer  system  to  reconcile  the 
books  purchased  through  book  buy-back  to  the  money 
spent  during  the  book  buy-back  period.   For  example, 
during  the  spring  of  1993  buy-back,  the  college  spent 
$29,721.  College  personnel  did  not  reconcile  the  number  of 
books  or  amounts  paid  for  the  books  to  the  total  spent  for 
buy-backs. 

Personnel  also  do  not  generate  management  reports  to 
reconcile  how  many  books  were  sold  to  vendors  or  placed 
back  on  the  shelf  to  the  number  of  books  purchased  during 
the  buy-back  period.   Personnel  do  not  track  credits  or 
money  received  from  book  vendors  to  books  sold  to  the 
vendors.  Such  reports  would  enable  management  to  ensure 
the  money  and  the  books  are  properly  reported. 


Page  4 


Findings  and  Recommendations 


On  two  separate  occasions  we  found  the  safe  in  the  book- 
store unlocked.  The  safe  contained  cash  change  bags, 
holding  approximately  $1,500,  accessible  to  employees  or 
others  able  to  gain  entry  to  the  safe's  location.   We  observed 
the  unlocked  safe  after  the  September  1993  theft  and 
during  business  hours.   Bookstore  personnel  stated  the  safe 
was  kept  unlocked  in  case  employees  had  to  get  change.   In 
addition,  the  bookstore  deposit  of  daily  receipts  is  kept  on 
top  of  a  desk  and  is  accessible  for  2  to  4  hours  before  it  is 
taken  to  the  business  office  for  deposit. 

All  employees  working  at  the  bookstore  have  the  ability  to 
void  transactions  on  the  cash  register  without  supervisory 
staff  approval.  The  potential  exists  for  a  valid  transaction 
to  be  voided  and  the  funds  related  to  the  transaction  be 
improperly  diverted  from  bookstore  receipts. 

We  believe  the  college's  fiscal  management  should  review  and 
implement  control  procedures  in  the  bookstore  to  ensure 
resources  are  safeguarded  against  loss  and  misuse.  College 
management  should  consider  control  procedures  including: 

The  cash  change  bags  should  remain  locked  in  the 
bookstore  safe.   The  safe  should  be  accessible  only  to 
supervisory  personnel. 

Personnel  should  reconcile  the  books  purchased  from 
students  during  the  book  buy-back  period  to  the  funds 
expended. 

Reconciling  the  total  amount  of  books  purchased  from 
students  during  book  buy-back  to  the  amount  sold  to 
vendors  and  the  amount  placed  on  the  bookstore  shelf  for 
sale  by  the  bookstore.   Personnel  could  use  this  information 
to  ensure  amounts  or  credits  received  from  vendors  are 
correct  and  to  account  for  sales  of  these  books  in  the 
bookstore. 

Tracking  vendor  credits  or  money  received  from  vendors  to 
books  sold  or  returned  to  vendors. 

Ensuring  all  cash  register  voids  are  approved  by 
supervisory  personnel. 
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Recommendation  #1 

We  recommend  college  fiscal  management  personnel  review 
and  implement  control  procedures  in  the  bookstore  to 
ensure  resources  are  safeguarded  against  loss  and  misuse. 


Bookstore  Credits  The  college  bookstore  receives  credit  memos  from  vendors  for 

returned  books  or  used  books  sold  to  the  vendor.   At  fiscal  year- 
end  1993,  the  college  estimated  the  balance  of  credits  from  book 
vendors  to  be  $95,916.   The  bookstore  forwards  the  credit  memo 
to  the  business  office  where  it  is  reviewed  and  reconciled  to 
invoices.   If  a  difference  exists,  the  business  office  will  pay  the 
net  amount  due  the  vendor.   Business  office  personnel  do  not 
notify  the  vendor  to  apply  credits  against  invoices. 

According  to  book  vendors,  the  vendor  does  not  automatically 
apply  credits  to  invoices.  The  college  must  notify  and  request 
the  vendor  to  apply  credits  to  an  invoice.  Some  vendors  require 
specific  identification  of  a  credit  memo. 

We  called  nine  of  the  eighty-four  vendors  the  college  identified 
with  credits  to  verify  credit  balances  at  June  30,  1993.   In  eight 
out  of  nine  vendors  called,  the  credit  balances  differed  from  the 
amount  determined  by  the  college.   As  a  result,  the  credit 
amount  is  overstated  by  approximately  $3,014.   We  found  some 
vendors  contacted  showed  the  college  had  invoices  as  much  as 
seven  months  delinquent  because  the  college  had  not  requested 
credits  be  applied  to  outstanding  invoices.  The  vendors  we 
contacted  said  the  college  can  request  refunds  on  credits  as  long 
as  no  outstanding  invoices  exist. 

We  also  noted  a  credit  memo  of  $102  dated  October  1991,  stated 
the  credit  must  be  used  within  one  year.  The  business  office 
requested  a  refund  from  the  vendor  in  July  1993,  after  the 
expiration  of  the  credit  period.  The  college  did  not  receive  a 
refund. 
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We  found  a  vendor  had  received  payment  from  the  college  of 
$178  on  an  invoice  when  the  college  had  outstanding  credits  of 
$4,853  accumulated  the  previous  month.   We  determined  the 
bookstore  did  not  notify  the  business  office  of  the  credits  until 
after  the  business  office  had  received  and  paid  the  invoice. 

Since  the  college  business  office  is  responsible  for  all  financial 
activity  of  the  college,  we  believe  the  business  office  should 
receive  invoices,  statements,  and  credit  notices  directly  from  the 
vendors.   Business  office  personnel  could  compare  invoices  and 
credit  notices  and  request  vendors  to  apply  credits  against 
outstanding  invoices.   Business  office  personnel  could  also 
request  refunds  against  credits  in  a  timely  manner  if  no 
outstanding  invoices  exist. 


Recommendation  #2 

We  recommend  the  college  business  office  receive  invoices, 
statements,  and  credit  notices  directly  from  the  boolc 
vendors. 


Cash  Change  Accounts  State  law  requires  the  college  to  obtain  formal  written  permission 

to  allow  money  to  be  held  outside  the  state  treasury.  The  college 
is  authorized  to  hold  up  to  $90,000  of  state  money  outside  the 
state  treasury  as  a  cash  change  account.  State  accounting  policy 
defines  a  cash  change  account  as  money  withdrawn  from  a 
treasury  account  to  be  used  for  cashiering  operations.   State 
accounting  policy  requires  the  amount  of  money  in  a  cash  change 
fund  to  remain  fixed  at  all  times  and  expenditures  are  expressly 
prohibited. 

The  college  authorizes  cash  change  accounts  at  various  locations 
on  campus  and  the  Great  Falls  locations  out  of  the  $90,000 
amount.  The  business  office  holds  written  authorizations  for  the 
amounts  of  the  cash  accounts.  During  the  audit  we  counted  cash 
and  reviewed  controls  over  cash  change  accounts  at  the  gym. 
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residence  halls,  bookstore,  and  the  library.  The  following 
sections  discuss  how  controls  over  non-treasury  cash  accounts 
and  compliance  with  state  law  and  policy  can  be  improved. 

The  residence  halls  are  authorized  change  funds  totaling  $360. 
We  counted  $274.   The  residence  hall  director  said  he  took  out 
approximately  $60  to  repair  two  mountain  bikes  owned  by  the 
residence  halls  but  could  not  provide  a  receipt  for  the  repairs. 
We  also  found  evidence  of  a  $20  loan  made  out  of  the  change 
fund  to  a  residence  hall  student  employee.   The  director  said  he 
allows  his  employees  to  borrow  money  from  the  fund  during 
summer  sessions.  State  accounting  policy  allows  expenditures 
from  an  imprest  cash  account  or  a  revolving  cash  account  but  not 
from  cash  change  funds. 

We  reviewed  documentation  indicating  the  gym  had  returned  a 
$30  cash  change  fund  to  the  business  office  in  October  1992.   In 
July  1993,  we  counted  $83  at  the  gym  used  as  a  cash  change 
account.  College  personnel  could  not  explain  why  it  was  not 
authorized.   We  found  no  documentation  to  explain  how  the  gym 
received  the  money. 

The  library  uses  a  cash  change  fund  to  make  change  for  copy 
machines.   We  counted  cash  of  $50.   The  business  office 
personnel  said  the  library  was  authorized  $45  in  cash  but  could 
not  provide  documentation  to  show  the  authorized  amount. 

As  mentioned,  state  accounting  policy  requires  the  cash  change 
fund  remain  fixed  at  all  times  and  not  be  used  to  make  purchases 
or  employee  loans. 


Recommendation  #3 

We  recommend  the  college  establish  control  over  the 
location  and  use  of  non-treasury  cash  accounts  and  ensure 
cash  change  accounts  are  used  in  accordance  with  state 
accounting  policy. 
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Anxiliaiy  Fund 
Operating  Losses 


At  June  30,  1993,  the  college  had  $1,255,000  in  outstanding 
Auxiliary  Facilities  and  Student  Building  Fees  Revenue  Bonds 
Series  A  1987.  The  bonds,  issued  by  the  Board  of  Regents  of 
Higher  Education  (board)  and  the  college,  are  limited  obligations 
of  the  board  and  are  payable  from  auxiliary  facilities  revenue, 
student  fees,  and  investment  earnings  of  certain  funds  and 
accounts  created  under  the  bond  indenture.   The  bond  indenture 
requires  the  board  to  establish  and  maintain  fees,  rental  rates  and 
charges  for  use  of  the  auxiliary  facilities  and  to  assure  maximum 
occupancy  and  use  of  the  facilities  in  order  to  generate  sufficient 
revenue  to  meet  the  debt  service  requirements  on  the  bonds  and 
the  operating  expenses  of  the  auxiliary  operations. 


In  fiscal  year  1991-92,  the  college  showed  a  net  operating  loss  of 
$13,363  in  the  auxiliary  facility  operations  used  to  meet  the  bond 
debt  requirements.   In  fiscal  year  1992-93,  the  operating  loss  was 
$155,230.   As  a  result  of  experiencing  continued  losses,  the 
college  and  the  board  did  not  comply  with  the  bond  require- 
ments to  meet  the  debt  service  requirements  and  operating 
expenses  of  the  auxiliary  operations. 

In  order  to  make  the  bond  payments,  the  college  used  cash  from 
other  auxiliary  entities,  including  cash  from  the  gym  building 
use  fee.  The  gym  building  use  fee  has  now  been  pledged  to 
repay  a  $646,292  loan  described  in  note  10  of  the  financial 
statements  (see  page  A- 19).  The  Series  A  1987  revenue  bonds 
are  senior  to  the  new  loan.   Auxiliary  revenues,  including  the 
gym  building  fee,  will  be  used  to  repay  the  bond  payments 
before  they  are  used  to  repay  the  new  loan  payments.  The 
college  will  be  unable  to  repay  debt  requirements  with  auxiliary 
facilities  revenue  if  college  personnel  continue  to  allow  losses  to 
occur  in  the  auxiliary  facilities. 

College  personnel  explained  the  losses  in  auxiliary  operations  are 
the  result  of  reduced  numbers  of  students  in  the  residence  halls 
and  repairs  in  the  family  housing  units  costing  $65,000  in  fiscal 
year  1992-93.   Personnel  estimate  student  occupancy  increased 
from  196  students  in  fall  1992  to  240  in  fall  1993.  The  college 
also  increased  room  rates  7.4  percent  and  dining  rates  8  percent 
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effective  fiscal  year  1993-94.   College  personnel  believe  prior 
operating  losses  will  be  made  up  in  two  fiscal  years. 

College  personnel  should  continue  to  monitor  auxiliary  facilities 
operations  to  assure  maximum  occupancy  and  use  that  will 
generate  sufficient  revenue  to  meet  operating  expenses  and  debt 
service  requirements. 


Recommendation  #4 

We  recommend  the  college  ensure  auxiliary  facilities 
operations  generate  sufficient  revenue  to  meet  debt  service 
obligations  and  operating  expenses  as  required  by  the 
Auxiliary  Facilities  and  Student  Building  Fees  Revenue 
Bonds  Series  A  1987  indenture. 


Compliance  with  State 
Law 


State  law  requires  the  college  to  record  all  financial  activity  on 
the  state's  accounting  records  before  the  end  of  the  fiscal  year  in 
accordance  with  generally  accepted  accounting  principles.   In  the 
following  report  section,  we  discuss  an  instance  where  the 
college  did  not  record  financial  activity  in  fiscal  year  1991-92  in 
accordance  with  the  law. 


Unrecorded  Restricted 
Fund  Expenditures 


In  fiscal  year  1991-92,  the  college  purchased  computer  equip- 
ment for  approximately  $90,000  using  Carl  Perkins  Formula 
Allocated  Grant  funds.  The  grant  for  fiscal  year  1991-92  was 
$101,952.  College  personnel  initially  recorded  the  purchase  of 
the  equipment  in  the  Current  Restricted  Fund. 


In  June,  1992,  college  officials  reversed  $55,900  of  expenditures 
related  to  the  computer  equipment  and  increased  cash  in  the 
Current  Restricted  Fund.   Personnel  recorded  the  expenditures 
in  the  Agency  Fund.  The  college  recorded  the  expenditures  in 
the  Agency  Fund  because  there  was  not  enough  cash  or  grant 
authority  in  the  Restricted  Fund  to  pay  for  the  equipment. 
College  personnel  had  expended  the  entire  grant  award.   In 
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February  1993,  the  college  reversed  expenditures  in  the  Agency 
Fund  and  recorded  expenditures  of  $55,900  in  the  Current 
Restricted  Fund  when  it  received  additional  grant  authority  for 
the  new  grant  award  year. 

Since  the  equipment  was  intended  to  benefit  a  program  in  the 
Current  Restricted  Fund,  the  expenditures  should  be  recorded  in 
that  fund  in  the  year  purchased.   As  a  result,  fiscal  year  1991-92 
expenditures  are  understated  in  the  Current  Restricted  Fund 
instruction  program  by  $55,900.   In  fiscal  year  1992-93, 
expenditures  in  the  Current  Restricted  Fund  are  overstated  by 
the  same  amount. 

College  personnel  said  they  purchased  all  the  computer  equip- 
ment in  fiscal  year  1991-92  in  order  to  ensure  all  equipment  was 
the  same.  They  did  not  record  the  expenditure  in  the  Restricted 
Fund  because  they  had  expended  the  Carl  Perkins  grant  award 
amount  for  that  fiscal  year  and  could  not  report  more  expendi- 
tures than  the  fiscal  year  award  amount.   College  personnel  said 
they  should  have  recorded  an  installment  purchase  liability  in  the 
Net  Investment  in  Plant  Fund  and  a  receivable  in  the  Agency 
Fund,  rather  than  an  expenditure  in  the  Agency  Fund.   How- 
ever, we  could  find  no  evidence  to  support  an  installment 
purchase  liability. 

College  personnel  raised  additional  concerns  about  reporting,  in 
required  federal  reports,  expending  more  federal  funds  than 
awarded  in  the  fiscal  year.  The  Commissioner  of  Higher 
Education  (CHE)  is  the  state  granting  agency  of  the  Carl  Perkins 
Grants  and  has  the  authority  to  allocate  grant  funds.   CHE 
allowed  the  college  to  commit  future  federal  Carl  Perkins  funds. 
Since  CHE  allowed  the  college  to  commit  future  grant  funds,  the 
college  should  work  with  CHE  to  properly  report  the  expendi- 
tures in  the  required  federal  reports.  Options  available  to  the 
college  to  record  the  expenditures  in  the  proper  fiscal  year  and 
the  proper  fund  include: 

1.  Obtaining  approval  for  a  loan  from  another  fund,  and; 

2.  Modifying  the  grant  agreement  with  CHE  so  that 
expenditures  compare  to  the  grant  amount,  or; 
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3.       Financing  the  purchase  to  allocate  the  expenditures  over 
the  period  of  the  future  grant  awards. 


Recommendation  #5 

We  recommend  the  college: 

A.  Record  expenditures  of  federal  funds  in  the  restricted 
funds  in  accordance  with  state  law. 

B.  Work  with  CHE  to  properly  report  the  expenditures  of 
future  federal  grant  amounts  in  required  federal 
reports. 


Federal  Financial  In  our  previous  audit  report  we  recommended  college  personnel 

Assistance  Questioned  responsible  for  charges  made  to  federal  assistance  programs  be 

f^!ncts 

familiar  with  federal  requirements  to  ensure  charges  are 

allowable  to  the  programs.  The  college  business  office  requires 
written  authorization  from  personnel  responsible  for 
expenditures  of  federal  grant  funds.  The  following  describes  an 
instance  where  college  personnel  responsible  for  expenditures  of 
federal  funds  were  not  fully  aware  of  federal  requirements. 

The  college  received  a  federal  subgrant  from  the  state 
Department  of  Natural  Resources  and  Conservation  (DNRC)  for 
energy  conservation  (CFDA  #81.041)  for  the  college's  tractor 
resource  center.  The  subgrant  funded  ten  seminars  showing 
participants  how  tractors  can  become  more  energy  efficient.   In 
June  1993,  the  college  charged  $85  to  the  grant  for  a  dinner  at  a 
restaurant  in  Havre  attended  by  three  tractor  resource  center 
employees  and  three  employees  of  the  state  Department  of 
Agriculture.  Tractor  resource  personnel  stated  the  purpose  of 
the  meeting  was  to  discuss  the  continuation  of  the  program  and 
that  no  participants  of  the  seminar  attended  this  dinner. 

Federal  guidelines  define  allowable  costs  as  necessary  and 
reasonable  for  proper  and  efficient  administration  of  federal 
programs  and  specifically  prohibit  entertainment  charges. 
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Tractor  resource  center  personnel  believed  the  charge  to  the 
program  was  reasonable  because  the  participants  discussed 
continued  program  development.   However,  the  subgrant  from 
DNRC  specifies  the  funds  be  spent  on  conducting  seminars. 
DNRC  personnel  also  stated  the  dinner  expense  was  not 
allowable  and  would  have  denied  reimbursement  had  they 
known  of  the  specific  charge.   As  a  result,  we  question  $85  spent 
under  the  DNRC  subgrant. 


Recommendation  #6 

We  recommend  the  college  ensure  personnel  approving 
charges  to  federal  assistance  programs  are  familiar  with 
federal  requirements  to  determine  which  costs  are 
allowable  to  the  program. 
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Summaiy  of  Independent  Auditor^s  Report 


Summary  of  Indepen-  The  auditor's  opinion  issued  in  this  report  is  to  inform  the  reader 

dent  Auditor's  Report  the  degree  the  reader  may  rely  on  the  financial  statement 

amounts  presented.  The  reader  may  rely  on  the  fairness  of  the 
amounts  presented  in  the  statements  shown  on  pages  A-4 
through  A-21. 
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STATE  OF  MONTANA 
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LEGISLATIVE  AUDITOR: 
SCOTTA.  SEACAT 

LEGAL  COUNSEL: 

JOHNW.  NORTHEY 


STATE  CAPITOL 

PO  BOX  201 705 

HELENA,  MONTANA  59620-1705 

406/444-3122 

FAX  406/444-3036 

INDEPENDENT  AUDITOR'S  REPORT 


DEPUTY  LEGISLATIVE  AUDITORS: 

MARYBRYSON 
Operations  and  EOP  Audit 

JAMES  GILLETT 
Financial-Compliance  Audit 

JIM  PELLEGRINI 
Performance  Audit 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  audited  the  accompanying  Balance  Sheet  of  Northern  Montana  College  as  of 
June  30,  1993,  and  the  related  Statements  of  Changes  in  Fund  Balances  and  Statements  of  Current 
Fund  Revenues,  Expenditures,  and  Other  Changes  for  each  of  the  two  fiscal  years  then  ended. 
These  financial  statements  are  the  responsibility  of  the  college's  management.   Our  responsibility 
is  to  express  an  opinion  on  these  financial  statements  based  on  our  audit. 

We  conducted  our  audit  in  accordance  with  generally  accepted  auditing  standards.  Those 
standards  require  that  we  plan  and  perform  the  audit  to  obtain  reasonable  assurance  about  whether 
the  financial  statements  are  free  of  material  misstatement.   An  audit  includes  examining,  on  a  test 
basis,  evidence  supporting  the  amounts  and  disclosures  in  the  financial  statements.   An  audit  also 
includes  assessing  the  accounting  principles  used  and  significant  estimates  made  by  management, 
as  well  as  evaluating  the  overall  financial  statement  presentation.   We  believe  that  our  audit 
provides  a  reasonable  basis  for  our  opinion. 

In  our  opinion,  the  financial  statements  referred  to  above  present  fairly,  in  all  material 
respects,  the  financial  position  of  Northern  Montana  College  as  of  June  30,  1993,  and  the  changes 
in  fund  balances  and  the  current  funds  revenues,  expenditures,  and  other  changes  for  the  two 
fiscal  years  then  ended,  in  conformity  with  generally  accepted  accounting  principles. 

Our  examination  was  made  for  the  purpose  of  forming  an  opinion  on  the  basic  financial 
statements  taken  as  a  whole.  The  accompanying  Schedule  of  Assets,  Liabilities  and  Fund  Balance 
as  of  June  30,  1993  and  the  related  Schedule  of  Revenues,  Expenditures,  Transfers  and  Changes  in 
Fund  Balance  for  the  fiscal  year  then  ended  for  the  Auxiliary  Facilities  and  Student  Building  Fees 
Revenue  Bonds,  Series  A  1987  Pledged  Revenue  Fund,  are  presented  as  supplemental  information 
and  are  not  a  required  part  of  the  basic  financial  statements.  This  information  has  been  subjected 
to  the  auditing  procedures  applied  in  our  examination  of  the  basic  financial  statements.  In  our 
opinion,  the  information  is  fairly  stated  in  all  material  respects  in  relation  to  the  basic  financial 
statements  taken  as  a  whole. 

Respectfully  submitted, 


James  Gillett,  CPA 
Deputy  Legislative  Auditor 


December  10,  1993 
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NORTHERN  MONTANA  COLLEGE 
BALANCE  SHEET 
JUNE  30.  1993 


CURRENT  FUNDS 


LOAN 

1  Unrestricted        JRestricted 

FUNDS 

1  ASSETS 

Z] 

Cash 

$606,905 

$72,979 

$21,107 

Receivables 

685,902 

179,660 

18,943 

Less:  Allowance  for 

Uncollectible  Accounts 

(41,397) 

Loans  to  Students 

3,439,290 

Less:  Loan  Principal  Collected 

(1,858,863) 

Loan  Cancellations 

(494,330) 

Allowance  for  Doubtful  Loans 

(8,989) 

Due  from  Federal  Government 

72,789 

Investments 

22,300 

81,400 

Inventories 

283,745 

Prepaid  Expenses 

130,636 

150 

Construction  Work  In  Progress 

Land 

Improvements 

Buildings 

Equipment 

Library  Books 

TOTAL  ASSETS 

$1,688,091 

$325,578 

$1,198,558 

1  LIABILITIES 

D 

Accounts  Payable 

$787,858 

$276,526 

$15,422 

Property  Held  for  Others 

26,180 

Advance  Collections 

459,782 

49,052 

Bonds  Payable 

Notes  Payable 

Lease  Payable 

Compensated  Absences 

710,099 

TOTAL  LIABILITIES 
FUND  BALANCE 
TOTAL  LIABIUTIES  AND  FUND  BALANCE 


$1,983,919 

(295,828) 

$1,688,091 


$325,578 

$15,422 

0 

1,183,136 

$325,578 

$1,198,558 
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PLANT  FUNDS 

ENDOWMENT 
FUNDS 

Unexpended 

Renewal  & 
Replacement 

Retirement  of 
Indebtedness 

Investment 
In  Plant 

AGENCY 
FUNDS 

$49,390 
50,000 

$89,000 

$43,932 

$83,457 
30,555 

$100,711 


94,770 


165,240 


105,900 


828,546 

228,237 

$151,260 
470,449 
149,200 
9,638,017 
4,125,841 
1,134,462 

$927,936 

$100,711 

$412,007 

$209,172 

$15,669,229 

$21 9,91 2 

$3,177 

18,485 

140,527 

$30,952 

$1,255,000 
164,592 

$60,254 
159,658 

$0 

100,711 
$100,711 

$162,189 

765,747 

$927,936 

$0 

412,007 
$412,007 

$30,952 

178,220 

$209,172 

$1,419,592 

14,249,637 

$15,669,229 

$219,912 

0 

$219,912 
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NORTHERN  MONTANA  COLLEGE 

STATEMENT  OF  CHANGES  IN  FUND  BALANCES 

FISCAL  YEAR  ENDED  JUNE  30,  1993 


CURRENT  FUNDS 


LOAN 

1 

isiytWBStjrjcted    [ 

I^stHcledsKftlJ 

FUNDS 

I  REVENUES  AND  OTHER  ADDITIONS                 I 

Tuition  and  Fees 

$3,334,913 

State  Appropriations 

6,652,179 

Federal  Grants  and  Contracts 

$2,721,631 

$65,190 

State  Grants  and  Contracts 

43,212 

23,630 

Private  Gifts  and  Grants 

312,848 

9,154 

Investment  Income 

7,549 

297 

2,952 

Interest  on  Loans  Receivable 

23,786 

Sales  of  Designated  Services 

293,930 

Sales  of  Auxiliary  Enterprises 

1,590,209 

Indirect  Cost  Recoveries 

78,305 

Investment  in  Plant  Facilities 

Retirement  of  Indebtedness 

Other 

19,510 

9,980 

TOTAL  REVENUES  AND  ADDITIONS 

12,019,807 

3,058,406 

111,062 

1  EXPENDITURES  AND  OTHER  DEDUCTIONS    | 

Educational  and  General 

10,014,537 

3,058,184 

Auxiliary  Enterprises 

1,888,296 

Loan  Cancellations 

39,642 

Administrative  and  Collection  Costs 

25,535 

Expended  for  Plant  Facilities 

Retirement  of  Indebtedness 

Interest  on  Indebtedness 

Other 

??? 

2,345 

TOTAL  EXPENDITURES  AND  DEDUCTIONS 

$11,902,833 

$3,058,406 

$67,522 

1  TRANSFERS  -  ADDITIONS  (DEDUCTIONS)           | 

Mandatory  Transfers 

($150,366) 

Nonmandatory  Transfers 

(180,000) 

TOTAL TRANSFERS 

($330,366) 

$0 

$0 

NET  INCR  (DECR)  IN  FUND  BALANCE 

($213,392) 

$0 

$43,540 

BEGINNING  FUND  BALANCE 

(82,436) 

0 

1,138,019 

ADJUSTMENTS 

1,579 

ADJUSTED  BEGINNING  FUND  BALANCE 

(82,436) 

0 

1,139,598 

ENDING  FUND  BALANCE 

($295,828) 

$0 

$1,183,138 

The  notes  to  the  financial  statements  are  an  integral  part  of  this  statement. 
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PLANT  FUNDS 


ENDOWMENT  Renewal  &        Retirement  of    1     Investment 

FUNDS         ^Unexpended        Replacement      indebtedness    ;        tnJPJjant 


$134,438 
650,998 


14,246 


$31,233 


75,000 
1,955 


$6,756 


$12,424 


$165,527 
107,060 


31,233 


862,391 
29,381 


21,002 


12,424 


272,587 


117,069 


50,000 


53,615 

8,761 

23 

108,575 
30 

$0 

$155,211 

$23 

$162,220 

$50,000 



= 

=^^^^=:^^^^^^  = 

=====:========= 

20,000 

160,000 

150,366 

$0 

$20,000 

$160,000 

$150,366 

$0 

$31,233 

$727,180 

$180,979 

$570 

$222,587 

69,478 

37,084 
1,482 

231,028 

177,649 

14,027,050 

69,478 

38,566 

231,028 

177,649 

14,027,050 

$100,711 

$765,746 

$412,007 

$178,219 

$14,249,637 
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NORTHERN  MONTANA  COLLEGE 

STATEMENT  OF  CURRENT  FUND  REVENUES,  EXPENDITURES.  AND  OTHER  CHANGES 

FISCAL  YEAR  ENDED  JUNE  30,  1993 


CURRENT  FUNDS 


REVENUES: 


Tuitioti  and  Fees 
State  Appropriations 
Federal  Grants  and  Contracts 
State  Grants  and  Contracts 
Private  Gifts  and  Grants 
Investment  Income 
Sales  of  Designated  Services 
Sales  of  Auxiliary  Enterprises 
Indirect  Cost  Recoveries 
Other  Sources 

TOTAL  REVENUES 


TOTAL 

Unrestricted  | 

{     Restricted 

$3,334,913 

$3,334,913 

6,652,179 

6,652,179 

$2,721,631 

2,721,631 

43,212 

23,630 

66,842 

312,848 

312,848 

7,549 

297 

7,846 

293,930 

293,930 

1,590,209 

1,590,209 

78,305 

78,305 

8,866 

8,866 

$12,009,163 

$3,058,406 

$15,067,569 

EXPENDITURES: 


Educational  and  General  Funds: 
Instruction 
Public  Service 
Academic  Support 
Student  Services 
Institutional  Support 
Operation  and  Maintenance  of  Plant 
Scholarships  and  Fellowships 

Educational  and  General  Total 

Auxiliary  Enterprises: 
Expenditures 
Mandatory  Transfers 

Auxiliary  Enterprises  Total 

TOTAL  EXPENOrrURES  AND  TRANSFERS 


OTHER  TRANSFERS  AND  ADDITIONS  (DEDUCTIONS)  j 

Prior  Year  Adjustments 
Nonmandatory  Transfers 


TOTAL  OTHER  TRANSFERS  AND  ADDITIONS 


NET  INCREASE  (DECREASE)  IN  FUND  BALANCE 


$4,814,041 

61,283 

826,114 

1,290,616 

1,277,556 

1,313,579 

431,348 

$253,905 

113,372 

84,604 

777,307 

1 ,828,996 

$5,067,946 
174,655 
910,718 
2,067,923 
1,277,556 
1,313,579 
2,260,344 

$10,014,537 

$1 ,888,296 
150,366 

$3,058,184 

$13,072,721 

$1,888,296 
150,366 

$2,038,662 

$2,038,662 

$12,053,199 

10,644 
($180,000) 

$3,058,184 

$15,111,383 

$10,422 
(180,000) 

($169,356^ 
($213,392) 

f$2?2^ 
$0 

($169,578) 
($213,392) 

The  notes  to  the  financial  statements  are  an  integral  part  of  this  statement. 
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NORTHERN  MONTANA  COLLEGE 

STATEMENT  OF  CHANGES  IN  FUND  BALANCES 

FISCAL  YEAR  ENDED  JUNE  30,  1992 


I  REVENUES  AND  OTHER  ADDITIONS 

Tuition  and  Fees 
State  Appropriations 
Federal  Grants  and  Contracts 
State  Grants  and  Contracts 
Private  Gifts  and  Grants 
Investment  Income 
Interest  on  Loans  Receivable 
Sales  of  Designated  Services 
Sales  of  Auxiliary  Enterprises 
Indirect  Cost  Recoveries 
Investment  in  Plant  Facilities 
Retirement  of  Indebtedness 
Other 

TOTAL  REVENUES  AND  ADDITIONS 

I  EXPENDITURES  AND  OTHER  DEDUCTIONS 


Educational  and  General 
Auxiliary  Enterprises 
Loan  Cancellations 
Administrative  and  Collection  Costs 
Expended  for  Plant  Facilities 
Retirement  of  Indebtedness 
Interest  on  Indebtedness 
Other 

TOTAL  EXPENDITURES  AND  DEDUCTIONS 

I  TRANSFERS  -  ADDITIONS  (DEDUCTIONS) 
Mandatory  Transfers 
Nonmandatory  Transfers 

TOTAL TRANSFERS 

NET  INCR  (DECR)  IN  FUND  BALANCE 

BEGINNING  FUND  BALANCE 
ADJUSTMENTS 

ADJUSTED  BEGINNING  FUND  BALANCE 

ENDING  FUND  BALANCE 


CURRENT  FUNDS 


yramyCted;::X::;j:::::::::;ReSt^^ 


$2,930,305 
7,062,066 

37,716 

10,245 

252,477 

1,767,417 

51,340 

5,334 
12,116,900 


9,769,271 
1,938,339 


$11,707,610 


($73,000) 
(23,000) 


(395,726) 
($82,436) 


$2,295,626 

9,069 

256,027 

3,294 


2,564,016 


2,563,807 


274 

$2,564,081 


65 
$0 


LOAN 
FUNDS 


$67,380 

7,486 

6,355 

25,332 


3,640 
110,193 


17,179 
10,761 


1,119 
$29,059 


($96,000) 

$0 

$0 

$313,290 

($65) 

$81,134 

(394,602) 
(1,124) 

65 

1 ,057,072 
(187) 

1,056,885 
$1,138,019 


The  notes  to  the  financial  statements  are  an  integral  part  of  this  statement. 
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PLANT  FUNDS 


ENDOWMENT  Renewal  A        Retirement  of!     Investment 

FUNDS         j Unexpended        Replacement      lndefatB<iness    ;        In  Plant 


$4,079 


$126,604 


$63,991 


1,359  4,112  $11,859 


$394,237 
83,845 


4,079  127,963  68,103  11,859  478,082 

35,530 

25,843  52,779 


3,205 

61 ,599 
63 

76,689 

57,189 

26 

$0 

$64,578 

$61,662 

$133,904 

$52,779 

(47,292) 
8,000 

15,000 

120,292 

$0 

($39,292) 

$15,000 

$120,292 

$0 

$4,079 

67,319 
(1,920) 

$24,093 
12,991 

$21,441 

200,182 
9,405 

($1,753) 
179,402 

$425,303 
13,601,747 

65,399 

12,991 

209,587 

179,402 

13,601,747 

$69,478 

$37,084 

$231,028 

$177,649 

$14,027,050 

Page  A- 10 


NORTHERN  MONTANA  COLLEGE 

STATEMENT  OF  CURRENT  FUND  REVENUES.  EXPENDITURES,  AND  OTHER  CHANGES 

FISCAL  YEAR  ENDED  JUNE  30,  1992 


CURRENT  FUNDS 


REVENUES: 


Tuition  anci  Fees 
State  Appropriations 
Federal  Grants  and  Contracts 
State  Grants  and  Contracts 
Private  Gifts  and  Grants 
Investment  Income 
Sales  of  Designated  Services 
Sales  of  Auxiliary  Enterprises 
Indirect  Cost  Recoveries 
Other  Sources 

TOTAL  REVENUES 


TOTAL 

1  Unrestricted  { 

1     Restricted    | 

$2,930,305 

$2,930,305 

7,062,066 

7,062,066 

$2,295,626 

2,295,626 

37,716 

9,069 

46,785 

256,027 

256,027 

10,245 

3,294 

13,539 

252,477 

252,477 

1,767,417 

1,767,417 

51,340 

51,340 

5,334 

5,334 

$12,116,900 

$2,564,016 

$14,680,916 

EXPENDITURES: 


Educational  and  General  Funds: 
Instruction 
Public  Service 
Academic  Support 
Student  Services 
Institutional  Support 
Operation  and  Maintenance  of  Plant 
Scholarships  and  Fellowships 

Educational  and  General  Total 

Auxiliary  Enterprises: 
Expenditures 
Mandatory  Transfers 

Auxiliary  Enterprises  Total 

TOTAL  EXPENDfTURES  AND  TRANSFERS 


I  OTHER  TRANSFERS  AND  ADDITIONS  (DEDUCTIONS)^ 
Prior  Year  Adjustments 
Nonmandatory  Transfers 


TOTAL  OTHER  TRANSFERS  AND  ADDITIONS 


NET  INCREASE  (DECREASE)  IN  FUND  BALANCE 


$4,669,632 

91,451 

755,154 

1,359,521 

1,320,952 

1,231,335 

341,226 

$139,251 

89,402 

127 

488,385 

1,846,642 

$4,808,883 
180,853 
755,281 
1,847,906 
1 ,320,952 
1,231,335 
2,187,868 

$9,769,271 

$1,938,339 
73,000 

$2,563,807 

$12,333,078 

$1,938,339 
73,000 

$2,011,339 

$2,011,339 

$11,780,610 
($23,000) 

$2,563,807 
($274) 

$14,344,417 

($274) 
(23,000) 

($23,000) 
$313,290 

($274) 
($65) 

($23,274) 
$313,225 

The  notes  to  the  financial  statements  are  an  integral  part  of  this  statement. 
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NORTHERN  MONTANA  COLLEGE 

NOTES  TO  FINANCIAL  STATEMENTS 

JUNE  30.  1993 


Note  1  -  SUMMARY  OF  SIGNIFICANT  ACCOUNTING  POLICIES 
Reporting  Entity 

Northern  Montana  College  is  one  of  six  units  of  the  Montana  University 
System.  The  Montana  University  System  is  a  legal  and  financial  component  unit 
of  the  State  of  Montana.  The  College  is  governed  by  the  Board  of  Regents  of 
Higher  Education.  Board  members  are  appointed  by  the  Governor. 

Accrual  Basis 

The  financial  statements  have  been  prepared  on  the  full  accrual  basis  in 
accordance  with  generally  accepted  accounting  principles  for  colleges  and 
universities.  The  statement  of  current  fund  revenues,  expenditures,  and  other 
changes  is  a  statement  of  financial  activities  of  current  funds  related  to  the 
current  reporting  period.  It  does  not  purport  to  present  the  results  of 
operations  or  the  net  income  or  loss  for  the  period  as  would  a  statement  of 
income  or  a  statement  of  revenues  and  expenses. 

To  the  extent  that  current  funds  are  used  to  finance  plant  assets,  the 
amounts  so  provided  are  accounted  for  as:  1)  expenditures,  in  the  case  of  normal 
replacement  of  movable  equipment:  2)  mandatory  transfers,  in  the  case  of  required 
provisions  of  debt  amortization  and  interest:  and  3)  transfers  of  a  nonmandatory 
nature  in  all  other  cases. 

Fund  balance  for  the  current  unrestricted  fund  includes  the  unfunded 
liability  of  $710,099  for  compensated  absences  payable. 

Fund  Accounting 

The  accounts  of  the  college  are  maintained  in  accordance  with  the  principles 
of  fund  accounting  wherein  resources  are  classified  for  accounting  purposes  into 
funds  that  are  identified  by  the  limitations  and  restrictions  placed  on  their 
use.  Separate  accounts  are  maintained  for  each  fund:  however,  in  the 
accompanying  financial  statements,  funds  that  have  similar  characteristics  have 
been  combined  into  fund  groups.  Accordingly,  all  financial  transactions  have 
been  recorded  and  reported  by  fund  group: 

Current  funds  -  include  all  unrestricted  and  restricted  resources  which 
are  available  for  support  of  operations. 

Loan  funds  -  include  amounts  received  from  donors,  governmental  agencies 
and  mandatory  institutional  matching  grants  which  are  restricted  for  use 
in  making  loans  to  students. 

Endowment  funds  -  include  amounts  which  are  subject  to  restrictions  of 
gift  instruments  requiring  that  the  principal  be  invested  in  perpetuity. 
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Plant  funds  -  are  separated  into  four  distinct  subgroups  with  self- 
balancing  accounts: 

Unexpended  -  utilized  for  acquisition  of  long-term  institutional 
assets. 

Renewal  and  Replacement  -  utilized  for  maintenance  of  long-term 
institutional  assets. 

Retirement  of  Indebtedness  -  utilized  for  debt  service  charges  and 
retirement  of  indebtedness  on  long-term  institutional  assets. 

Net  Investment  in  Plant  -  denotes  the  cost  of  long-term 
institutional  assets  and  associated  liabilities. 

Agency  funds  -  include  assets  held  by  the  institution  as  a  custodian  or 
fiscal  agent  for  other  organizations  or  individuals. 

Plant  Assets  and  Depreciation 

Investment  in  plant  represents  an  accumulation  of  the  cost  of  purchased 
assets  net  of  trade-in  amounts.  Gifts  are  recorded  at  market  value  when 
received.  Buildings  are  recorded  at  historically  based  appraisal  values  with 
subsequent  additions  at  cost.  Assets  purchased  are  recorded  as  expenditures  in 
the  various  funds  in  the  year  of  purchase.  Depreciation  on  physical  plant  and 
equipment  is  not  recorded. 

Investments 

All  gains  and  losses  from  the  sale  or  disposition  of  investments,  except  for 
income  derived  from  investments  of  endowment  fund  moneys,  are  recorded  as 
revenues  of  the  fund  in  which  the  investments  are  recorded.  Gains  and  losses  on 
endowment  investments  are  recorded  as  stipulated  by  restrictions  on  each 
endowment . 

Inventories 

Inventories  primarily  consist  of  textbooks  and  school  supplies  and  are 
valued  according  to  the  first  in  -  first  out  (FIFO)  basis  at  cost. 


Note  2  -  INVESTMENTS 

All  investments  are  recorded  at  cost.  Investments  consist  primarily  of 
amounts  invested  through  the  Montana  State  Board  of  Investments  short-term 
investment  pool  and  by  a  bond  trustee  as  required  by  the  bond  indenture.  The 
college's  Endowment  Fund  principal  is  managed  by  the  Northern  Montana  College 
Development  Foundation.  Bond  trustee  investments  and  NMC  Development  Foundation 
investments  comprise  government  securities  that  are  classified  in  risk  category 
1.  Risk  category  1  includes  investments  that  are  insured,  registered  or 
uninsured,  unregistered  securities  held  by  the  state  or  its  agent  in  the  state's 
name.  For  all  investments  listed,  cost  approximates  market  value  at  June  30, 
1993.  Investments  owned  by  the  various  funds  at  June  30,  1993  are  as  follows: 
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MT  Board  of 
Investments 

Bond 
Trustee 

NMC 
Foundation 

Current  Unrestricted 
Designated 

Funds: 

$22,300 

Loan  Funds: 

81.400 

Endowment  Funds: 

$100,711 

Plant  Funds: 

Renewal  and 
Retirement  i 

Replacement 
of  Indebtedness 

$94,770 
165.240 

Agency  Funds 

105.900 
$  209.600   ; 

Total 

I   260.010 

$  100.711 

Note  3  -  LONG  TERM  OBLIGATIONS 

On  August  19.  1987.  the  Board  of  Regents  of  Higher  Education  for  the  State 
of  Montana  (The  Board)  and  Northern  Montana  College  issued  Auxiliary  Facilities 
and  Student  Building  Fees  Revenue  Bonds  Series  A  1987  in  the  aggregate  principal 
amount  of  $1,445,000.  The  Bonds  are  limited  obligations  of  the  Board,  and  are 
payable  solely  from,  and  secured  by  a  first  party  lien  on  Auxiliary  Facilities 
Revenues,  student  fee  revenues,  and  earnings  from  investments  of  certain  funds 
and  accounts  created  under  the  bond  indenture. 

As  of  June  30.  1993.  the  college  had  $1,255,000  in  outstanding  revenue  bonds 
payable.  The  annual  debt  service  requirements  for  the  next  five  years,  including 
interest,  are  as  follows: 

Fiscal  Year  Payment 

Ending  June  30  Amount 

1994  $  147,273 

1995  148.885 

1996  150.010 

1997  145.816 

1998  146.315 
1997-2007  1.328,692 

$  2,066,991 

Additional  long-term  obligations  of  the  college  are  discussed  in  note  9. 


Note  4  -  CAPITAL  LEASES 

On  February  1,  1991,  Northern  Montana  College  entered  into  a  five  year  lease 
for  the  acquisition  of  a  copy  machine.  The  following  is  a  schedule  by  year  of 
the  future  minimum  rental  payments  required  under  the  lease  agreement  which  will 
expire  January  31,  1996. 
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Fiscal  Year 
Ending  June  30  Principal   Interest 

1994 
1995 
1996 

Total  Minimum  Lease  Payments       $  26.585   $  3.892 


Note  5  -  INSTALLMENT  PURCHASE  LEASES 

The  installment  purchase  leases  discussed  in  this  section  represent 
financing  obtained  through  a  "Master  Finance  Agreement"  between  the  State  of 
Montana  Department  of  Administration  and  Norwest  Investment  Services. 
Incorporated.  This  agreement  provides  a  procedure  for  agencies  of  the  State  of 
Montana  to  obtain  financing  for  equipment  purchases. 

On  September  17.  1991,  Northern  Montana  College  borrowed  $106,613  to  finance 
the  purchase  of  a  VAX  4000  minicomputer  as  a  replacement  for  the  college's 
central  computer  system.  Lease  payments  are  being  paid  entirely  from  maintenance 
cost  savings  from  the  computer  replacement.  The  following  is  a  schedule  of  the 
future  minimum  lease  payments: 

Fiscal  Year 
Ending  June  30  Principal    Interest 

1994  $  19.875   $  6.002 

1995  21.230      4.647 

1996  22.678      3,199 

1997  24.225      1.652 

Total  Minimum  Lease  Payments       $  88,008   $  15.500 

On  June  11,  1993,  Northern  Montana  College  borrowed  $50,000  to  finance  a 
student  computer  lab.  The  lease  payments  for  the  20  computer  workstations  will 
be  paid  from  the  $1.50  per  credit  hour  Computer  Use  Fee  that  is  assessed  every 
student  attending  Northern  Montana  College.  The  following  is  a  schedule  of  the 
future  minimum  lease  payments: 

Fiscal  Year 
Ending  June  30  Principal    Interest 

1994  $  15.767 

1995  16.650 

1996  17.583 

Total  Minimum  Lease  Payments       $  50.000    $  5.702 
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Note  6  -  RETTRFMENT  PROGRAMS 

Retirement  benefits  are  provided  for  academic  and  certain  professional  staff 
through  the  Montana  Teachers'  Retirement  System  (TRS)  and  all  other  staff  through 
the  Montana  Public  Employees'  Retirement  System  (PERS).  Both  plans  are 
administered  by  the  state  of  Montana.  During  fiscal  year  1987-88.  an  optional 
retirement  plan  through  the  Teachers  Insurance  and  Annuity  Association  -  College 
Retirement  Equities  Fund  (TIAA-CREF)  was  made  available  to  contract  faculty  and 
certain  professional  administrative  employees. 

Defined  Benefit  Plans 

Teachers'  Retirement  System 

The  Teachers'  Retirement  System  is  a  mandatory  system  established  in  1937 
and  governed  by  Title  19,  Chapter  4,  MCA.  Teachers'  Retirement  System 
participants  are  eligible  to  retire  with  a  minimum  25  years  of  membership 
service  or  five  years  of  creditable  service  at  age  60.  A  retirement 
benefit  is  1/60  times  the  years  of  service  times  average  final 
compensation.  An  employee  is  vested  in  TRS  following  completion  of  five 
years  of  creditable  service.  Vested  employees  may  retire  at  or  after  age 
50  and  receive  a  reduced  retirement  benefit. 

Public  Employees'  Retirement  System 

Established  in  1945  and  governed  by  Title  19.  Chapter  3.  MCA.  Public 
Employees'  Retirement  System  (PERS)  participants  are  eligible  to  retire  at 
age  60  with  at  least  five  years  of  service,  at  age  65  regardless  of  length 
of  service  or  at  30  years  of  service  regardless  of  age.  A  reduced 
retirement  benefit  may  be  taken  with  25  years  of  service  or  at  age  50  with 
a  minimum  of  five  years  of  service.  Effective  January  1.  1989,  monthly 
retirement  benefits  are  calculated  by  taking  1/56  times  the  years  of 
service  times  the  final  average  salary.  Vesting  occurs  once  membership 
service  totals  5  years. 

Defined  Contribution  Plan 

The  Optional  Retirement  Program  (ORP),  a  defined  contribution  plan 
established  under  the  authority  of  Title  19.  Chapter  21.  MCA.  provides 
benefits  at  retirement  which  are  dependent  upon  the  amount  of 
contributions,  investment  gains  and  losses,  employee's  life  expectancy, 
and  the  selected  contract  option. 
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Retirement  Plan  Information  for  the  fiscal  year  ended  June  30.  1993 

PERS  TRS  ORP 

Covered  Payroll 
Total  Payroll 

Employer  Contributions 
Percent  of  Covered  Payroll 

Employee  Contributions 
Percent  of  Covered  Payroll 

Retirement  Plan  Information  for  the  fiscal  year  ended  June  30,  1992 

PERS  TRS         ORP 

Covered  Payroll 
Total  Payroll 

Employer  Contributions 
Percent  of  Covered  Payroll 

Employee  Contributions 
Percent  of  Covered  Payroll 

For  ORP  participants,  a  total  of  $37,835  or  4.503%  in  1993  and  $36,455  or 
4.503%  in  1992  was  contributed  to  TRS  from  employer  contributions  to  amortize 
past  service  unfunded  liability  in  accordance  with  Title  19.  Chapter  21.  MCA. 


Note  7  -  COMPENSATED  ABSENCES 

Eligible  college  employees  earn  eight  hours  sick  and  ten  hours  annual  leave 
for  each  month  worked.  The  annual  leave  earned  increases  with  longevity. 
Employees  may  accumulate  annual  leave  up  to  twice  their  annual  accrual  amount  and 
sick  leave  may  accumulate  without  limitation.  The  accumulated  liability  for 
compensated  absences  totaled  $710,099  at  June  30,  1993. 


Note  8  -  ENROLLMENT  RECORDS 

Units  of  the  university  system  report  enrollment  figures  for  each  academic 
term  to  the  Commissioner  of  Higher  Education.  The  Legislature  uses  enrollment 
data  as  part  of  a  formula  to  fund  the  university  system.  Enrollment  is  measured 
in  full  time  equivalents  (FTE's).  The  college  operated  academic  terms  under  the 
quarter  system  in  fiscal  year  1991-92  and  the  semester  system  in  fiscal  year 
1992-93.  Future  academic  terms  will  be  conducted  under  the  semester  system.  The 
following  schedule  shows  FTE  count  at  the  college  for  fiscal  years  1991-92  and 
1992-93. 
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Schedule  of  Student  FTE 


Term 

Year 

(1) 
Undergraduate 
FTE's  Reported 

Gr 
FTE' 

(2) 
^aduate 
s  Reoorted 

Total  FTE's 
Reported 

Summer 

1991 

633 

160 

793 

Fall 

1991 

1,374 

87 

1.461 

Winter 

1992 

1.389 

67 

1,456 

Spring 

1992 

1.233 

75 

1,308 

Summer 

1992 

670 

162 

832 

Fall 

1992 

1,220 

89 

1,309 

Spring 

1993 

1.249 

95 

1.344 

(1)  Undergraduate  quarterly  credit  hours  divided  by  15  in  fiscal  year  1991-92. 
Undergraduate  semester  credit  hours  divided  by  15  in  fiscal  year  1992-93. 

(2)  Graduate  quarterly  credit  hours  divided  by  12  in  fiscal  year  1991-92. 
Graduate  semester  credit  hours  divided  by  12  in  fiscal  year  1992-93. 


Note  9  -  RELATED  PARTY  TRANSACTIONS 

Northern  Montana  College  has  obtained  two  loans  from  the  Northern  Montana 
College  Development  Foundation.  The  loans  were  obtained  by  the  college  to 
finance  the  costs  of  street  paving  and  roof  structure  repairs  for  the  gymnasium 
and  swimming  pool.  The  roof  repairs  were  necessary  to  ensure  the  continued  use 
and  safety  of  the  facilities.  The  loans  are  supported  by  two  promissory  notes 
issued  by  the  college  to  the  Northern  Montana  College  Development  Foundation. 
The  first  note  was  issued  for  $140,527  on  December  1,  1992.  The  second  note  was 
issued  for  $30,952  on  June  1,  1993.  The  promissory  notes  will  be  repaid  through 
parking  fees,  gym  use  fees  and  building  fees  collected  each  academic  term.  The 
minimum  annual  payments  Including  interest  are  as  follows: 


Note  1 
November  1,  1993  -  $  148,396 


Note  2 

August  1,  1993 
August  1,  1994 
August  1,  1995 


$  11,000 
11,000 
10,956 

$  32,956 
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Note  10  -  SUBSEQUENT  EVENT 

On  July  30,  1993.  Northern  Montana  College  received  final  funding  on  an 
approved  INTERCAP  loan.  The  principal  amount  of  the  loan  is  $646,292  and  is  to 
be  used  for  the  renovation  of  the  gymnasium  and  swimming  pool. 

INTERCAP  is  a  Board  of  Investments  program  that  provides  loans  for  up  to  10 
years.  The  program  can  be  used  to  finance  vehicles,  equipment,  real  property 
improvements  and  to  refinance  existing  contracts  which  originally  financed  these 
items.  The  program  has  been  in  place  since  1987  and  has  been  used  extensively 
by  Montana  cities,  towns,  counties  and  school  districts.  Legislation  passed  in 
the  1991  legislative  session  now  permits  the  Montana  University  System  to 
participate  in  the  Board  of  Investments  INTERCAP  program. 

INTERCAP  loans  bear  a  variable  interest  rate  which  adjusts  each  March  1. 
The  average  rate  over  the  life  of  the  program  has  been  approximately  6.2^.  There 
is  a  loan  commitment  fee  .5^  of  the  loan  amount.  A  1.5^  discount  which  defrays 
Board  of  Investment  program  costs  is  also  added  to  the  loan  amount.  Loan 
payments  are  due  February  15  and  August  15  of  each  year. 


Note  11  -  ALLOWANCE  FOR  DOUBTFUL  ACCOUNTS  -  LOAN  FUNDS 

No  provision  for  uncollectible  federal  Perkins  loans,  formerly  National 
Direct  Student  Loans,  has  been  provided  for  in  the  accompanying  financial 
statements.  The  following  statistics  have  been  reported  in  the  annual  report  of 
the  financial  aid  programs  to  the  Department  of  Education: 

Total  Loan  principal  advanced  $  3.021.374 

Total  amount  of  loan  advances  not  in 

repayment  status  $   519.269 

Qualifying  debt  reductions  $  434.791 

Loans  in  current  repayment  status  $  240.178 

Loan  principal  collected  $  1.619.171 

Total  amount  of  delinquent  loans  $  207.965 

Percentage  of  loans  in  default  8.3% 

The  college  follows  accounting  practices  for  the  Perkins  Loan  Fund,  formerly 
National  Direct  Student  Loan  Fund,  that  are  in  accordance  with  government 
regulations.  The  regulations  do  not  provide  for  recognition  of  interest 
receivable,  uncollectible  loans  or  future  loan  principal  reductions  by  the 
government.  To  that  extent,  the  portion  of  the  financial  statements  relating  to 
loan  funds  are  at  variance  with  generally  accepted  accounting  principles. 
However.  90%  of  any  interest  receivable  or  uncollectible  loans  and  100%  of 
government  principal  reductions  would  add  to  or  reduce  the  U.S.  Government's 
portion  of  the  fund  balance  and,  therefore,  would  not  have  a  significant  effect 
on  the  overall  financial  position  of  the  college. 
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NORTHERN  MONTANA  COLLEGE 

Schedule  of  Assets,  Liabilities  and  Fund  Balance 

Auxiliary  Facilities  and  Student  Building  Fees  Revenue  Bonds 
Series  A  1987  -  Pledged  Revenue  Fund 

June  30,  1993 


ASSETS 


Cash 

Accounts  Receivable  less  allowance  for 

doubtful  accounts  of  $12,412 
Due  from  Other  Funds 
Inventory 
Prepaid  Expenses 

TOTAL  ASSETS 


$1,860 

123,999 

1,196 

207,471 

61 

$334.587 


LIABILITIES  AND  FUND  BALANCE 


Accounts  Payable  and  Accrued  Expenses 
Student  Deposits 
Deferred  Revenue 
Due  to  Other  Funds 
Compensated  Absences 

Fund  Balance 

TOTAL  LIABILITIES  AND  FUND  BALANCE 


$16,056 
26,180 
46,662 

216,443 
20,867 

8,379 

$334.587 


Page  A-20 


NORTHERN  MONTANA  COLLEGE 

Schedule  of  Revenues,  Expenditures,  Transfers  and  Changes  in  Fund  Balance 

Auxiliary  Facilities  and  Student  Building  Fees  Revenue  Bonds 
Series  A  1987  -  Pledged  Revenue  Fund 
Fiscal  Year  Ended  June  30,  1993 


Revenues: 


Student  Fees 

Sales  of  Auxiliary  Services 

Investment  Income 

Total  Revenue 


Expenditures  and  Transfers: 


Personal  Services: 
Salaries 
Wages 
Benefits 

Total  Personal  Services 

Operating  Expenses: 
Contracted  Services 
Supplies  and  Materials 
Communications 
Travel 
Rent 
Utilities 

Repair  and  Maintenance 
Other  Expenses 
Goods  Purchased  for  Resale 

Total  Operating  Expenses 

Equipment 

Mandatory  Transfer  for  Debt  Service 

Total  Expenditures  and  Transfers 

Excess  Revenues  Over  (Under)  Expenditures  and  Transfers 
Fund  Balance  -  July  1,  1992 
Fund  Balance  -  June  30,  1993 


$250,871 

1,464,172 

2,383 


$1,717,426 


$274,969 
129,808 
101,234 


506,01 1 


177,330 

15,027 

9,403 

1,753 

510 

186,142 

254,636 

64,803 

503.481 


1,213,085 

3,194 
150,366 


$1 ,872,656 
(155,230) 
163,609 


$8.379 
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University  System  Responses 
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NORTHERN 
MONTANA 

COLLEGE 


March    15,     1994 


Scott  Seacat 
Legislative  Auditor 
Room  135   Capitol  Building 
Helena,  MT   59620 

Dear  Mr.  Seacat: 

Enclosed  is  Northern  Montana  College's  response  to  the  report 
recommendations  made  as  a  result  of  your  recent  audit.  This 
audit  also  included  a  review  of  our  bond  related  accounts  which 
ensures  the  College's  compliance  with  the  bond  indenture. 

I  wish  to  thank  your  audit  staff  for  their  professional  review  of 
our  fiscal  operations.  Your  staff's  familiarity  with  Northern 
Montana  College  and  their  knowledge  of  state  policy  and 
university  accounting  requirements  provides  for  a  very  efficient 
and  worthwhile  review  of  our  fiscal  operations. 


Sincerely, 


William  R.  Byars<Sr. 


Bya 
Director  of  Fisc 


Affairs 


Post  Office  Box  7751  •  Havre,  Montana  59501  •  (406)  265-3700  •  FAX  (406)  265-3777 

Member  of  the  Montana  Univenity  System  •  AA/EOE 
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RECOMMENDATION  #  1. 

We  recommend  college  fiscal  management  personnel  review  and 
implement  control  procedures  in  the  bookstore  to  ensure  resources 
are  safeguarded  against  loss  and  misuse. 

RESPONSE : 

CONCUR.  Northern  Montana  College  is  committed  to  the  resolution 
of  any  and  all  internal  control  problems  at  the 
Bookstore.  Fiscal  management  personnel  have  reviewed  the 
internal  control  procedures  in  the  Bookstore  and  new 
procedures  are  being  developed  to  ensure  effective 
internal  control.  Over  the  next  few  months,  these 
procedures  will  be  implemented  and  full  implementation  is 
expected  to  be  accomplished  by  June  15,  1994.  In 
addition.  Business  Office  personnel  will  monitor 
Bookstore  procedures  to  ensure  that  revised  internal 
control  procedures  are  being  complied  with  and  effective 
in  practice. 


RECOMMENDATION  #  2. 

We   recommend   the   college   business   office   receive   invoices, 
statements,  and  credit  notices  directly  from  the  book  vendors. 


RESPONSE : 

CONCUR.  A  policy  for  the  Business  Office  to  receive  and  track 
invoices,  statements  and  credit  notices  has  been 
implemented.  The  Business  Office  will  work  with  vendors 
and  the  Bookstore  to  arrange  for  proper  routing  of  these 
documents.  The  Business  Office  will  track  by  vendor  the 
status  of  the  Bookstore  invoices  and  credits.  The  proper 
requests  to  apply  credits  to  invoices  will  be  made .  In 
other  cases,  requests  for  refunds  of  credit  balances  will 
be  made  from  vendors  infrequently  used.  The 
implementation  of  this  recommendation  has,  therefore, 
been  accomplished  in  policy  and  will  be  implemented  in 
practice  on  a  continuing  basis  with  any  new  vendors. 
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RECOMMENDATION  #  3  . 

We  recommend  the  college  establish  control  over  the  location  and 
use  of  non-treasury  cash  accounts  and  ensure  cash  change  accounts 
are  used  in  accordance  with  state  accounting  policy. 


RESPONSE : 

CONCUR.  The  Business  Office  will  review  state  policy  procedures 
and  meet  with  departments  possessing  cash  change  funds. 
In  addition,  various  Business  Office  staff  will  perform 
cash  change  fund  reviews  and  counts  on  an  unannounced 
basis  to  check  for  departmental  compliance  with  state  and 
college  policies  for  possession  and  use  of  cash  change 
funds . 


RECOMMENDATION  #  4 . 

We  recommend  the  college  ensure  auxiliary  facilities  operations 
generate  sufficient  revenue  to  meet  debt  service  obligations  and 
operating  expenses  as  required  by  the  Auxiliary  Facilities  and 
Student  Building  Fees  Revenue  Bonds  Series  A  1987  indenture. 


RESPONSE : 

CONCUR.  The  College  is  acutely  aware  of  the  problems  regarding 
the  level  of  operations  of  the  auxiliary  facilities. 
During  the  current  year,  an  approximate  7.5%  rate 
increase  was  enacted  for  students  living  in  the  residence 
facilities.  The  College  currently  requires  all  students 
with  less  than  30  credits  and  under  the  age  of  21  to 
reside  in  the  residence  halls.  Additional  rules 
requiring  residency  in  the  halls  are  under  consideration. 

Revenues  and  expenditures  are  being  carefully  reviewed  to 
find  possible  areas  for  improvement.  The  College  is 
seeking  to  refinance  the  current  outstanding  bonds, 
anticipating  that  the  reduction  in  interest  rates  will 
result  in  a  reduction  in  the  annual  debt  service.  A 
large  portion  of  the  operating  expenditures  are  consumed 
on  repair  and  maintenance.  These  expenditures  can  be 
reduced  with  some  major  renovation  projects. 
Accordingly,  the  College  is  seeking  to  use  this  favorable 
bond  market  to  issue  additional  bonds  for  the  purpose  of 
upgrading  the  facilities.  These  additional  bonds  will  be 
repaid  from  a  major  increase  in  the  building  fee  charged 
students . 
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RECOMMENDATION  #  5  . 

We  recommend  the  college: 

A.  Record  expenditures  of  federal  funds  in  the  restricted 
funds  in  accordance  with  state  law. 

B.  Work  with  CHE  to  properly  report  the  expenditures  of 
future  federal  grant  amounts  in  required  federal  reports. 

RESPONSE : 

CONCUR.  The  commitment  and  use  of  the  Perkins  grant  monies 
provided  instructional  benefits  and  some  cost  savings  to 
the  college.  Also,  the  transaction  did  comply  with 
federal  regulations.  In  the  accounting  sense,  however, 
the  transaction  was  not  properly  recorded  and  the 
internal  financing  was  not  clearly  documented.  The 
transaction  was  unique  and  had  not  previously  been 
encountered  by  College  officials.  Our  discussions  with 
staff  from  the  Office  of  the  Legislative  Auditor  and  the 
Office  of  the  Commissioner  of  Higher  Education  have 
significantly  clarified  this  issue  for  us  and  provided  us 
practical  options.  In  any  future  commitment  of  federal 
grant  funds,  Northern  Montana  College  will  follow  the 
options  listed  in  the  audit  report  to  ensure  compliance 
with  state  law  for  accounting  requirements. 


RECOMMENDATION  #  6. 

We  recommend  the  college  ensure  personnel  approving  charges  to 
federal  assistance  programs  are  familiar  with  federal  requirements 
to  determine  which  costs  are  allowable  to  the  program. 


RESPONSE : 

CONCUR.  Fiscal  affairs  personnel  are  currently  working  to  devise 
procedures  to  advise  current  and  future  federal  grant 
project  directors  of  federal  regulations  and  unallowable 
costs  for  federal  grants.  In  addition,  the  Business 
Office  has  recently  started  to  perform  a  separate  review 
of  all  grant  related  transactions  to  provide  an 
additional  safeguard.  As  with  overall  federal  regulatory 
compliance,  implementation  of  this  audit  recommendation 
represents  a  continual  process  and  an  important  goal  to 
Northern  Montana  College. 
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MONTANA  HIGHER  EDUCATION  SYSTBl 

Office  of  Commissioner  of  Higher  EducatioipU 

2500  Broadway  •  PO  Box  203101  •  Helena,  Montana  59620-3101  •  (406)  444-6576 


Marcii  10,  1994 


Mr.  Scott  Seacat 
Legislative  Auditor 
State  Capitol 
Helena,  MT  59620 

Dear  Mr.  Seacat: 

Enclosed  are  the  University  System's  responses  to  one  of  the  recommendations 
contained  in  the  Northern  Montana  College  Financial-Compliance  Audit  for  the  two  fiscal 
years  ended  June  30,  1993.  We  appreciate  the  opportunity  to  respond  to  this 
recommendation  since  the  Commissioner's  Office  represents  the  Board  of  Regents  in  its 
capacity  as  sole  state  agency  for  the  Carl  Perkins  Federal  Vocational  Education  Grant. 


Sincerely, 

0)C\,UAU.    {^.  /w.'fb 

Laurie  O.  Neils 

Director  of  Budget  and  Accounting 


c:  Rod  Sundsted 
Bill  Byars 

enclosures 
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Montana  University  System  •  Montana  Post-Secondary  Technical  System  •  Montana  Community  College  System 


RECOMMENDATION  #5 
We  recommend  the  college: 

A.  Record  expenditures  of  federal  funds  in  the  restricted  funds  in  accordance  with 
state  law. 

B.  Work  with  CHE  to  properly  report  the  expenditures  of  future  federal  grant  amounts 
in  required  federal  reports. 

AGENCY  RESPONSE: 

Concur. 

The  Carl  D.  Perkins  Vocational  and  Applied  Technology  Education  Act  of  1990  (Perkins) 
requires  the  State  Board  (Board  of  Regents)  to  submit  a  three  year  plan  (State  Plan)  to 
the  U.S.  Department  of  Education.  This  State  Plan  identifies  how  Montana  intends  to 
spend  its  Perkins  funds  for  the  next  three  years  and  includes  an  estimated  allocation 
formula.  Seventy-five  percent  of  the  Perkins  funds  are  formula  allocated;  thirty-five 
percent  of  those  funds  are  currently  allocated  to  postsecondary  institutions. 

The  funds  referred  to  in  audit  recommendation  five  are  Northern  Montana  College's 
portion  of  the  formula  allocated  funds.  Since  the  State  Plan  is  approved  for  three  years, 
the  Board  of  Regents  may  commit  a  similar  percentage  allocation  for  three  years  for  NMC 
and  other  postsecondary  recipients.  Although  the  subrecipients'  budgets  are  tentatively 
approved  for  three  years,  no  subrecipient,  other  than  NMC,  has  requested  a  firm 
commitment  of  future  year's  funding  in  order  to  purchase  current  year  equipment. 

Because  this  was  a  unique  request,  CHE  had  not  developed  a  policy  for  the  commitment 
of  future  year's  funds.  CHE  personnel  are  currently  drafting  policy  related  to  this  issue 
and  will  distribute  the  policy  to  NMC,  as  well  as  to  all  other  postsecondary  subrecipients, 
prior  to  the  next  budget  year. 
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